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KEY ECONOMIC INDICATORS 
(In millions of U.S. dollars, unless otherwise noted) 


1986 1987 1988 (P)* 

DOMESTIC ECONOMY 
Population (thousands) 31,013 31,470 312,335 
Population growth (%) i.3 1.5 1.5 
GDP in current dollars (millions) 70,100 74,300 78,000 
Per capita GDP, current dollars 2,260 2,360 2,443 
GDP at constant 1970 prices, % change 5.5 2.0 1.5 
Consumer Price Index, annual % change (Dec) $1.9 174.8 390.0 
PRODUCTION AND EMPLOYMENT 
Labor Force (thousands) 11,618 11,766 11,956 
Avg. Unemployment Rate (October %) 5.2 5.7 5.8 
Avg. Underemployment Rate (October %) 7.3 8.1 8.4 
Industrial Production (% change) 12.8 -0.6 0.0 
Combined Deficit as % of GDP 1/ 4.8 7.2 4.0 
BALANCE OF PAYMENTS 
Exports, Total (FOB) 6,852 6,275 8,500 
Imports, Total (CIF) -4,724 =F, 100, 5, G00 
Trade Balance 2,128 490 2,900 
Current Account Balance -2,641 -4,300 <-2,200 
Foreign Direct Investment (gross) 2/ 574 500 900 
Foreign Debt, Public & Private (year-end) 51,704 56,000 58,000 
Interest Paid 3/ 4,138 4,200 2,000 
Interest Accrued 4,291 4,300 4,350 
Interest Accrued as % of Exports 62.7 68.3 Ihv2 
Foreign Exchange Reserves, Gross (year end) 4,287 3,100 3,100 
Average Exchange Rate, Australes/US$ 0.94 eeeo 8.16 
FOREIGN INVESTMENT 
Total (book value at year-end) 8,300 8,800 9,300 
U.S. (book value at year-end) 2,919 2,854 3,000 
U.S. share (3%) 35 33 32 
U.S./ARGENTINA TRADE 
U.S. Exports to Argentina (FOB) 943 1,089 1,050 
U.S. Imports from Argentina (FOB) 938 dao 1,400 
Trade Balance S -50 ~359 

U.S. Share of Argentine exports (%) 4/ 9.9 14.1 13.8 

U.S. Share of Argentine imports (%) 4/ 17.5 16.2 16.0 


Principal U.S. exports (1987): organic chemicals & products; parts 
for office machs & ADP mach; ADP machinery & auxiliary equipment; syn. 
resins, rubber & plastic materials; bituminous coal; parts of road 
vehicles & tractors; medicinals & pharmaceuticals. 

Principal U.S. imports (1987): petroleum products; leather & 
manufactures; meat; organic chemicals and related products; aluminum & 
aluminum alloys; fruits & nuts; fish, fresh, chilled or frozen; iron & 
steel plates, sheets and pipes; sugar. 


*(P) As Projected by Embassy 

1/ Combined deficit: nonfinancial public sector plus the operating 
loss of the Central Bank. 

2/ Includes debt-to-equity conversions. 

3/ As of December 31, 1988, Argentina will have accumulated about $2.6 
billion in interest arrears to commercial banks and several hundred 
million dollars in unrescheduled interest obligations to official 
creditors. 

4/ These percentages were calculated using Argentine data for both 
total exports/imports and trade with the United States. U.S. 
bilateral trade reported in the table is official U.S. government data. 
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SUMMARY 


Argentine economic performance has been inconsistent since the 
1930s. Economic gains one year have often been given up the 
next. Argentina is presently in one of its periodic 
downswings. Economic growth in 1988 is likely to be minimal, 
or possibly negative, following a 2 percent advance in 1987. 
Inflation in 1988 will approach 400 percent, more than double 
the 175 percent mark recorded in 1987. Domestic demand is 
generally depressed. Monetary policy remains tight and a 
constraint on economic activity. The agricultural sector’s 
excellent prospects and an improving trade account are the sole 
bright spots of an otherwise uncertain economic outlook. The 
underground economy -- variously estimated to be half as large 
as the registered economy -- continues to flourish. 


The government’s August 1988 economic program (the "Plan 
Primavera") is designed to reduce inflation significantly in 
the months leading up to the May 1989 presidential election. 
The initial results have been favorable. Inflation fell from 
almost 30 percent for the month of August to a projected 5-6 
percent for November. The keys to the program are negotiated 
price controls, tight monetary policy, exchange market 
stability via a "dirty" float and some overvaluation of the 
Austral, trade liberalization, and fiscal adjustment on the 
basis on Central Bank arbitrage profits through the sale of 
dollars on the free exchange market. Looking at 1989, the 
inflation outlook is uncertain. Continued fiscal problems and 
pressure for devaluation and real hikes in public tariffs 
represent obstacles to meeting the government’s target of 78 
percent annual inflation, which would be the lowest level, if 
achieved, in 15 years. 


On the external front, the trade surplus should improve to just 
under $3 billion in 1988 and perhaps to a near record level of 
almost $4 billion in 1989. Accordingly, the current account 
deficit will narrow to almost $2 billion in 1988 and perhaps 
less next year. However, Argentina still faces a large 
balance-of-payments financing gap through 1989. The World 
Bank’s program of structural adjustment loans has moved forward 
in the absence of a new International Monetary Fund (IMF) 
program. But negotiations with the IMF on a new $1.3 billion 
stand-by program and with the commercial banks on $3.5 billion 
in new financing have progressed only slowly since mid-year. 
Meanwhile, Argentina has accumulated substantial interest 


arrears to commercial banks, which may hit $2 billion by the 
end of 1988. 


A historic political event -- presidential elections and the 
first peaceful transition of administrations in 60 years -- 
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will have an important impact on Argentine economic policy and 
performance in 1989. The candidate of the governing Radical 
Party, Cordoba Governor Angeloz, has promised to continue and 
deepen the process of structural reform of the economy begun by 
President Alfonsin. The Peronist Candidate, Governor Menem of 
La Rioja, while acknowledging the need for some restructuring 
and a more open economy, gives more stress to development from 
within. A third candidate from the centrist UCeDe, National 
Deputy Alsogaray, is associated with free market economic 
policies. The electoral strategies of the two leading 
candidates will affect developments in the economic arena, both 
before and after the May 10 election. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Austral and Primavera Plans. In June 1985, faced with a 
declining economy and monthly price inflation above 30 percent, 
the Alfonsin Government embarked on an innovative economic 
adjustment plan. The "Austral Plan" reduced inflation 
dramatically, incorporated orthodox monetary and fiscal 
features, as well as a freeze of wages, prices and the exchange 
rate and provided for de-indexation of contracts. For a period 
in 1985 and 1986, there was increased public confidence in the 
government. But in early 1986, the government began to move 
away from the policies of the Austral Plan, and for nearly 3 
years, it has failed to curb expenditures significantly. 
Reductions in the deficit came mostly from transitory increases 
in revenues. Public sector financing needs continue to draw 
scarce resources away from the private sector, leaving the 
economy short of investment funds. 


The government has imposed several new economic programs since 
1986, incorporating various elements of the original Austral 
Plan approach. The most recent, the so-called Plan Primavera, 
was announced in August 1988. The program’s basic objective is 
to lower inflation significantly through the May 1989 
presidential election. Initial results have been favorable. 
However, the government’s critics argue that the program is 
short term in nature and does not represent a basis for 
improved economic performance over the medium or long term and 
is causing further distortions of the economy. 


Economic Growth. Argentina’s economic performance has been 
highly variable over the past 50 years. Economic gains made in 
one year are often given up the next. The year 1988 is no 
exception to this boom/bust cycle. Annual growth will be 
minimal at best, if not slightly negative, after a 2-year 
economic rebound. The economy moved into recession late in 
1987 as a result of tight credit conditions and a decline in 
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consumer purchasing power due to lower real wages. A sharp 
upturn in inflation at mid-year accentuated the economic 
slowdown. Overall business confidence sagged accordingly. 


The agricultural sector has been the economy’s sole bright spot 
as farmers boost production in response to higher world market 
prices. Export activity has increased in the agricultural 
sector (roughly three-fourths of the export total) as well as 
in the industrial area. However, industrial activity remains 
generally depressed. The government’s tight money policy and 
overvaluation of the Austral under the Plan Primavera have 
delayed any expansion in industrial output. Investment has 
apparently also slackened, due in part to the broader problems 
of the economy and the uncertainty inherent in the approach of 
a presidential election year. Consumption levels are depressed 
in the face of high inflation and the imposition of new taxes 
this year. Construction has slumped as well, partly because 
the government is apparently slowing or halting infrastructure 
projects and investments. Although industrial exports have 
increased sharply, continued growth is uncertain in view of the 
government’s intention to permit the overvaluation of the 
Austral. 


Monetary and Exchange Rate Policies and Inflation. In calendar 
year 1988, consumer and wholesale price inflation may approach 
400 percent, or more than double the 1987 levels. After 
liberalizing price controls early in the year, inflation 
increased sharply, reaching 25-30 percent per month in July and 
August. The government reimposed controls -- after a concerted 
negotiation with key business groups -- on most goods in August 
as part of its new economic program. Inflation eased 
substantially and could fall to close to the government’s goal 
of 4 percent monthly by December. The government’s projection 
of inflation for 1989 is 78 percent (an average of 5 percent 
per month), which, if achieved, would be the lowest level in 15 
years. However, the inflation outlook remains uncertain. 
Seasonal factors, continued fiscal problems, and pressure for 
devaluation and real hikes in public tariffs represent 
obstacles to meeting the government’s inflation target. 


The government undertook a major liberalization of exchange 
markets under its August economic program. It expanded the 
scope of the free market to include all imports. Industrial 
exports are handled on the basis of a 50-50 blend of the 
official and free exchange rates. Committed to the World Bank 
to unify exchange markets by the end of 1989, the government 
has since moved some processed agricultural products from the 
lower official rate to the blended rate. The government made 
exchange rate stability a cornerstone of the August program. 
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Accordingly, the Central Bank has intervened as necessary to 
stabilize the free market exchange rate which is in essence a 
"dirty" float. It also resumed in October its program of 
minidevaluations of the official rate by 4 percent per month. 
Exporters and domestic producers facing import competition have 
expressed concern over the potentially serious overvaluation of 
the Austral implicit in the government’s new exchange rate 
policy. 


The government has been successful in maintaining the exchange 
rate gap in the range of 20-25 percent since August through its 
active intervention on the free exchange market and through 
stringent monetary policy. The cost of achieving relative 
exchange market stability has been high. Real interest rates 
have at times exceeded 5 percent per month. In the past, the 
exchange rate gap has widened significantly -- to 40 percent or 
more -- in times of uncertainty and unexpected liquidity on 
highly volatile local financial markets. 


The government is moving toward a more market-oriented banking 
system. In October 1986, the Central Bank altered 
"quasi-reserve" requirements and gave banks more freedom to 
take deposits and to make loans. The goverment took a major 
step forward in October 1987 when it abolished the regulated 
financial market. Markets are now free, with interest and 
deposit rates a function of supply and demand for credit. 
Still, reserve requirements remain very high and have been 
increased temporarily as necessary to absorb excess liquidity 
in line with the government’s desire to maintain tight credit 
and to achieve its exchange rate objectives. In such 
circumstances, these requirements represent a constraint on 
bank lending. 


Budget. In office since December 1983, the Alfonsin 
Administration has stressed its commitment to lowering the 
public sector deficit beginning with the Austral Plan in 
mid-1985. From a level of 13 percent of GDP in 1984, the 
government was able to reduce the deficit to 3.9 percent of GDP 
in 1986. However, the 1987 deficit reached 7.2 percent of GDP, 
or almost three times the government’s original projection. 

The government hopes to reduce the deficit in 1988 to 4.2 
percent of GDP, with most of the improvement due to the new tax 
package passed by Congress in early January and sharply higher 
public tariffs. Achievement of the deficit goal is uncertain, 
however. One major obstacle has been the sharp decline in real 
revenues in the face of resurgent inflation and tax evasion. 
Moreover, since mid-year, public tariffs have declined in real 
terms as part of the government’s effort to lower inflation. 
Basic expenditures have proven resistent to cuts. The draft 
1989 budget projects a deficit of 3.5 percent of GDP, or 
modestly below the 1988 target. 





' 
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Structural Adjustment. In October 1988, as part of the 
commitments taken under a World Bank trade sector loan, the 
government carried out a significant liberalization of its 
import regime. The measures were implemented after 
consultation with the private sector. The trade reform package 
included a streamlining of import licensing procedures and the 
elimination of prior consultation requirements for most items 
previously requiring them. Import tariffs were generally 
lowered as well. The new tariff regime reduced the average 
import tariff to 29.31 percent from 38.21 percent while the 


average real rate of protection weighted by production, fell to 
27 percent. 


The government continues to strengthen its trade ties to Brazil 
through a comprehensive integration agreement. Progress was 
achieved in the implementation of the bilateral economic 
agreements with Italy and Spain; these agreements are expected 
to generate new investment of about $5 billion and $3 billion, 
respectively. 


The government’s efforts to make the public sector more 
efficient and productive continue. The DEP (Directorate for 
State Enterprises) continues to enforce austerity measures for 
the state-owned enterprises through monthly review of balance 
sheets, restrictions on travel and strict control of hiring 
practices. Moreover, the benefits accorded public sector 
officials (such as chauffer-driven cars and private telephone 
lines) have been cut. 


In February 1988, the Argentine Government signed a letter of 
intent with Scandanavian Airlines Systems (SAS) for the sale of 
up to 40 percent of the shares of Aerolineas Argentinas (the 
state-owned airline). The share sale must be approved by the 
Argentine Congress which is currently considering the matter. 
Prospects for congressional passage are doubtful. In March 
1988, the Argentine Government signed a letter of intent to 
sell shares in ENTEL (the state-owned telephone company) to 
Spanish-owned Telefonica. Details of the sale are reportedly 
in the final stages after which the sale must be approved by 
the Argentine Congress. The government has also announced 
plans to privatize portions of the state-owned shipping line 
(ELMA) and the state-owned railroad (FFCC). Neither of these 
latter two projects are expected to come to fruition in the 
short term. 


In August 1988, the government finalized the sale of its 20 
percent holding in Atanor, the first of seven petrochemical 
plants in which the government plans to divest its holdings 
(the government owns minority shares in all seven). Prospects 
are good for the sale of government-owned shares in two of the 
other six petrochemical plants by mid-1989. 
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Balance of Payments. Argentina’s balance of payments shows 
some positive signs on the current account, but the capital 
account remains uncertain. The 1988 current account deficit 
could fall to half the $4.3 billion mark recorded in 1987. 
Surging agricultural exports -- mainly grains, oilseeds and 
products -- and healthy gains on industrial exports could push 
the 1988 trade surplus to nearly $3 billion, or six times the 
level achieved the previous year. Exports could exceed $8.5 
billion. Imports will likely fall slightly, to about $5.6 
billion. 


The current account deficit should decline modestly in 1989 to 
about $2 billion despite a likely increase in interest due on 
Argentina’s foreign debt. Further growth in agricultural 
exports may boost the 1989 trade surplus to almost $4 billion, 
a near record. But the overvaluation of the Austral implicit 
in the Plan Primavera and elimination of some export promotion 
programs could dampen prospects for continued growth in 
industrial exports. Overall, exports could approach $10 
billion. Imports will probably increase in 1989 under the twin 
impulses of trade liberalization and some overvaluation of the 
exchange rate. 


International Finance. Argentina’s relations with its 
international creditors are at a particularly important 
juncture. In a departure from past practice, the World Bank 
has proceeded with a major program of $1.2 billion in new loans 
-- both project-related and for structural adjustment -- in the 
absence of an approved IMF program. In addition, the United 
States and other creditor governments agreed in August to 
extend short-term bridge financing of $500 million -- keyed to 
World Bank disbursements on the trade sector and financial 
sector loans. Discussions have been under way since mid-1988 
on a new $1.3 billion IMF stand-by program, to run through the 
end of 1989. Because of Argentina’s poor compliance record 
under its 1987 stand-by program (renegotiated three times), the 
IMF delayed and eventually dropped two programmed disbursements 
totaling $450 million. Commercial banks likewise withheld a 
$150 million disbursement under its 1987 new money package as a 
result of the IMF action. 


In October, the government initiated talks with the commercial 
banks, seeking $3.5 billion in new financing for 1988-89. The 
government decided early in 1988 to delay interest payments to 
the banks in the absence of a new money package. Interest 
arrears, dating from mid-April, could reach $2 billion by the 
end of December. In October, the Central Bank made a token 
payment of $100 million against outstanding 1988 interest 
arrears as a sign of good faith in negotiations. High on the 
banks’ agenda is a commitment from the Alfonsin Administration 
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to expand and liberalize Argentina’s debt capitalization 
program as part of any eventual agreement. 


Agriculture. The widespread drought during the spring and 
early summer of 1988 in the United States and Canada has been a 
positive factor for Argentina. Although world commodity prices 
have eased somewhat from the July peaks, FOB prices in Buenos 
Aires during October-November ran 30-50 percent above the 
levels a year earlier. Nonetheless, there is unrest among 
Argentina’s farm community. 


Two problems currently overhang the agricultural sector and 
limit its ability to respond to the stronger world grain and 
oilseed prices. One difficulty this season was the dry cold 
winter and late spring which delayed and ultimately reduced 
wheat plantings. Second has been the government’s "Plan 
Primavera" which maintained an overvalued local currency and 
required export returns from farm products to be converted by 
the government at the lower "official exchange rate" which the 
GOA then sells to the public at a higher "commercial rate." 
This adverse exchange rate policy is regarded by most in the 
agricultural community as a type of export tax and has eroded 
many of the gains from the previous broad-based elimination and 
reduction of export taxes. 


Despite the problems faced by Argentina’s agricultural sector, 
stronger world commodity prices are contributing to improved 
farm product export earnings for 1988. Agricultural exports 
are expected to range between $5.5 billion and $6 billion, 
compared to $4.2 billion in 1987. If larger plantings of 
soybeans and sunflower seed materialize as expected, together 
with stronger prices for grains and oilseeds should boost 
Argentina’s exports further in 1989 to a record level of 
perhaps between $7 billion and $7.5 billion. 


Organized Labor 


Organized labor is a powerful force with over three million 
members in industry and services. It is experienced in 
bargaining with management and in lobbying the government. 
Labor has long-standing links to Peronism, the major opposition 
political force. 


Free collective bargaining was restored in January 1988 after 
over a decade of interruption due to the intervention of the 
former military government. Negotiations in mid-1988 resulted 
in industrywide contracts which established wage and working 
conditions. It is notable that after the lengthy period of 
inactivity, the negotiating process functioned smoothly and 
responsibly. 
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Organized labor considers the government’s current 
anti-inflationary policies to be excessively hard on workers. 
To push for change, the General Confederation of Labor held a 
general strikes on September 9, which degenerated into acts of 
violence. A second general strike was held on September 12 to 
protest police violence against the previous strike. Relations 
between the trade union movement and the government are 
expected to be complicated by political considerations during 
the months leading up to the 1989 presidential elections. 


IMPLICATIONS FOR THE UNITED STATES 
Import Performance. In 1987, Argentine imports were up about 
24 percent to $5.8 billion. In 1988, imports fell slightly to 
$5.6 billion. The U.S. market share was approximately 16 
percent. 


Imports by Major Categories (millions of dollars, CIF): 














1985 1986 1987 (est.) 

Capital Goods 599 554 856 
Raw Materials and 

Intermediate Goods 2,790 2,936 3,235 
Spare Parts 521 530 742 
Fuels and Lubricants 454 418 657 
Consumption Goods 133 250 320 
Other 11 3 9 
Total 3,814 4,724 5,819 


Import Controls. Argentina’s import control system requires 
prior approval from the Secretariat of Industry and Foreign 
Trade for all imports above $1,000. There are two import 
lists: the prior consultation category (including luxuries and 
many goods produced in Argentina) for which import requests are 
discussed with local trade organizations and usually not 
granted if locally produced goods are available and the 
automatic permit list for which import permits are granted in 
the quantity and value desired. 


A major liberalization of Argentina’s import regime took place 
in late October 1988. The list of items requiring import 
license approval and prior consultations with industry was 
reduced from 3,100 to about 1,000. Most capital goods, 
petrochemical and iron/steel products have been shifted to the 
automatic permit list. In addition, tariffs were generally 
lowered in October with the average tariff reduced from 38 to 
29 percent. 


The Argentine Government has embarked on industry sectoral 
programs (informatics, telecommunications) to encourage local 
industry. The very high import duties which are usually an 
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element of such programs may reduce imports of some products of 
these industries in the future. However, development of these 
industries also opens the possibility of increased sales of 
components and capital equipment for local manufacturers. 


Best Prospects. The best prospects for U.S. exporters by 
general category are: 


1. Computers and peripherals 

2. Electronic components 

3. Food processing and packaging equipment 
4. Oil and gas field machinery 

5. Telecommunications equipment 

6. Metalworking machinery 

7. Agricultural equipment and machinery 

8. Textile machinery 


Requests for further details and information on import 
regulations can be made to: Argentina Desk Officer, 
International Trade Administration, Room H-3021, U.S. 

Department of Commerce, Washington, DC 20230; tel: 202-377-1548. 


Tourism. Tourism is an important source of income for the 
United States from Argentina. Despite declining arrival 
statistics since the high of 209,600 in 1986, Argentines tend 
to spend much larger dollar amounts per visit than their 
European counterparts. Tourism promotion to the United States 
is actively promoted by the U.S. Office of Trade and Tourism in 
Buenos Aires. For more information, contact: U.S. Office of 
Trade and Tourism, USFCS, APO Miami, FL 34034, Tel: (54) (1) 
774-7611. 


Major Projects. Most major projects have some financing from 
foreign sources. Under construction are three large 
hydroelectric projects which have World Bank and IDB 

financing: Yacyreta, Piedra del Aguila, and Uruguay-I. Other 
major projects under way include: electric energy transmission 
and distribution, water treatment, port development, gas 
treatment and transportation, petrochemical projects, 
telecommunications projects, and other selected industrial 
development. Further information can be obtained from: Office 
of International Major Projects, International Trade 
Administration, Room H-6930, U.S. Department of Commerce, 
Washington, D.C. 20230; tel: 202-377-4643. 


Investment Climate. Argentine laws on foreign direct 
investment are among the most open and liberal in the region. 
In general, foreign investors enjoy all the rights and 
incentives as local investors. Regardless, high degrees of 
government regulation, combined with policy uncertainty and 
complicated remittance procedures, have served to keep new 
investment levels relatively low. 
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Foreign investment is not excluded from any sector, although 
executive branch approval must be obtained for industries 
related to the national defense, public utilities, media, 
energy, education, financial institutions, steel, 
petrochemicals, mining, aluminum, and informatics. Similar 
approvals are required for acquiring stock in local firms. 


A recent trend towards liberalization of the economy may 
present new investment opportunities for U.S. firms. Recent 
privatizations, debt equity swaps, and increased foreign 
participation in the oil exploration field are encouraging 
signs. 


In 1987, the United States and Argentina agreed to reopen 
Overseas Private Investment Corporation (OPIC) activities in 
Argentina. OPIC is currently seeking prospective projects. 
There are no outstanding expropriation or nationalization cases. 


U.S. Trade Promotion Events. During 1989, the U.S. Embassy 
will organize the following trade events in Argentina: 


Date Event 


April Multi-State Trade Mission and Catalog Show 

April Analytical, Scientific and Process Control 
Instrumentation Exhibition ("Instrulab") 

May Informatics Exhibition ("Infotelecom") 

May Engineering and Construction Trade Mission 

June U.S. Exhibit at 3rd Argentine Security Exhibition 

July/August U.S. Pavilion at the "Rural" Agricultural and 
Industrial Fair 

September Automotive Parts and Accessories Video Catalog 
Show 

October Food Production Equipment Catalog Show 

November Communications Equipment Trade Mission 

December Plastics Production Technology Video Catalog Show 


Additional information on these events can be obtained from the 
commercial section of the U.S. Embassy in Buenos Aires or from 
the Department of Commerce in Washington, DC. 


Conclusion. U.S. exporters should assess the Argentine market 
on a long-term basis. If structural reforms are successful in 
permitting Argentina to realize its potential, firms will want 
to consider improving their positions during the early stages 
of the recovery to be able to take advantage of future 
sustained growth. U.S. exporters should be prepared to work 
through local agents, distributors, and representatives, or 


through joint ventures with as much local partici “T 
possible both in services and equipment pedpestn dae 5 RARY 
MOR 15 1989 
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